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LIMITED OFFICIAL USE MOSCOW 18156 

E.O. 11652: N/A 
TAGS: UR, ETRN 

SUBJECT: TAXATION OF INSTRUMENTS OF FOREIGN COMMERCE 

REF: A. STATE 191803, B. MOSCOW A-149, C. MOSCOW 13635, 

D. MOSCOW 13227 AND PREVIOUS 

1 . SOVIETS APPARENTLY DO NOT LEVY TAXES ON FOREIGN 
INSTRUMENTS OF COMMERCE. SOURCES EMBASSY HAS BEEN ABLE 
TO CONTACT IN LIMITED TIME (MINISTRY OF MARITIME FLEET, 

FRG, UK, AND NETHERLANDS EMBASSY TRANSPORT OFFICERS, 

US PRIVATE BUSINESSMAN, AND PANAM REP) ARE UNAWARE OF 
ANY CASES OF FOREIGN INSTRUMENTS OF COMMERCE PAYING 
ANYTHING BEYOND ROAD, LANDING, AND PORT FEES. MOREOVER, 
ALTHOUGH IT IS CONCEIVABLE THAT A SOVIET LAW PERMITTING 
TAXATION OF FOREIGN INSTRUMENTS OF COMMERCE EXISTS, IN 
PRACTICE THE ISSUE WOULD BE REGULATED IN SOVIET BI 
LATERAL TRANSPORT AGREEMENTS; RESPONSES OF FRG, NETHER- 
LANDS, AND UK TRANSPORT OFFICERS, INDICATE THAT IF THE 
TAX IN THEORY EXISTS, BILATERAL TRANSPORT AGREEMENTS 
EXCLUDE IT. 

2. RECIPROCITY IS THE GUIDING PRINCIPLE FOR SOVIET 
TAXATION OF FOREIGN JURIDICAL AND NATURAL PERSONS. 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 02 MOSCOW 18156 02 1 5 1 9Z 

ARTICLE 7 OF SOVIET TAX DECREE OF MAY 12, 1978 STATES 
THAT SOVIET TAXATION OF FOREIGN JURIDICAL AND NATURAL 
PERSONS MAY BE DISCONTINUED OR LIMITED EITHER ON THE 
BASIS OF AGREEMENTS WITH FOREIGN COUNTRIES, OR ON THE 
BASIS OF FOREIGN COUNTRY'S PRACTICE IN TAXING SOVIET 
JURIDICAL AND NATURAL PERSONS (REF B ). ON THE OTHER 
SIDE OF THE COIN, MINISTRY OF FINANCE OFFICIALS, IN 
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MEETING WITH E/C COUNSELOR AND EMBASSY OFFICERS IUNE 12, 
MADE QUITE CLEAR THAT SOVIET GOVERNMENT WOULD FIND LOCAL 
TAXES TO IMPOSE ON US CITIZENS (AND PRESUMABLY FIRMS), 

IF IT IS FOUND THAT SOVIET CITIZENS (AND PRESUMABLY FIRMS) 

ARE SUBJECT TO US STATE AND LOCAL TAXES (REF C PARA 2). 

3. EMBASSY'S READING OF US-SOVIET TAX CON- 
VENTION, HOWEVER, IS THAT TAXATION OF FOREIGN INSTRU- 
MENTS OF COMMERCE COULD BE PRECLUDED EITHER BY ARTICLE 
V(l) AND V(2), OR BY ARTICLE III(2)(B). THIS APPARENTLY 
IS THE SOVIET READING OF THE TAX CONVENTION, SINCE 
MORFLOT OFFICIAL, INDEPENDENT OF EMBOFF'S QUESTION ON 
THE EXISTENCE OF SUCH TAXES ON SHIPPING, STATED THAT 
THE US-SOVIET TAX CONVENTION PRECLUDES SUCH A PRACTICE. 
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